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Abstract
Provision of credit has being identified as an important instrument for improving the welfare of smallholder farmers
directly and for enhancing productive capacity through financing investment by the farmers in their human and physical
capital. This study investigated the individual and household characteristics that influence credit market access in
Amathole District Municipality, Eastern Cape Province, South Africa, using a cross sectional data from smallholder
farmers’ household survey. The aim is to provide a better understanding of the households’ level socio-economic
characteristics, not only because they influence household’s demand for credit but also due to the fact that potential
lenders are most likely to base their assessment of borrowers’ creditworthiness on such characteristics. The results
of the logistic regression suggest that credit market access was significantly influenced by variables such as gender,
education, households’ income, value of assets, savings, dependency ratio, repayment capacity and social capital.
Implications for rural credit delivery are discussed.
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1 Introduction
Improving access to credit is often regarded as one
of the key elements in raising agricultural productivity
and has been widely perceived as an effective strategy to
increase smallholder productivity and alleviate poverty
(Sharma, 2000; Adugna & Heidhues, 2000; Binswanger
& Khandker, 1995). It can relax the liquidity constraints
that smallholder farmers face, improve their risk bear-
ing capability, influence adoption of new farm technol-
ogy, equip them with new skills and create jobs, and
encourage activities that generate dynamic economic
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growth, and helps smallholder households cope with ex-
post risks of negative-income shocks and to smooth in-
come and consumption flows (Khandker, 2003; Parker
& Nagarajan, 2001; Rosenzweig, 2001; Zeller, 2000).
Expanded access to credit has therefore been enthusias-
tically canvassed in the development community for its
ability and potential to generate sustainable economic
growths that favour the poor (Murdoch & Haley, 2002;
Coleman, 2002; Robinson, 2001).
South African smallholder farmers have limited ac-
cess to factors of production, credit and information,
and markets are often constrained by inadequate prop-
erty rights and high transaction costs (Ortmann & King,
2007). In South Africa, credit can be accessed from ei-
ther the formal or informal financial sector; the formal
financial sector is well developed and highly concen-
trated in urban areas in terms of both available services
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and the volume of transactions (Mashigo, 2006). The
main providers of financial services, especially credit,
are the commercial banks. Banks target clients with
ownership of relatively high value mortgage-able prop-
erty; people who possess pay slips as proof of employ-
ment and collateral for loans, which many poor small-
holder farmers lack. Collateral for the commercial fi-
nancial sector plays an important role because it en-
sures repayment if the clients’ income is insufficient.
In some cases, in addition to collateral are the trans-
action and administrative costs, interest rates, and the
costs of acquiring information about the borrower (Bau-
mann, 2001). Furthermore, the financial intermediaries
have not been able to serve their rural clientele easily
because it is costly, risky and a difficult task. Local
lenders were faced with covariant risks and high trans-
action costs and therefore became reluctant to lend to
the poor (Kuhn et al., 2000). Statistics from the annual
FinScope survey revealed that 53 percent (16.4 million)
of the South Africa adult population are marginalized
or excluded from formal financial services and does not
have a bank account. Of those without access, 99 per-
cent are black, 49 percent live in rural areas and 55 per-
cent are women (FinScope, 2005). Placing these statis-
tics in context, the un-banked populace in South Africa
are the marginalized poor black people; they form part
of the 20 percent of South Africa’s population that earns
less than US$1 a day, with many being part of the 30.5
percent officially unemployed (DBSA, 2005).
However, since the advent of democratic governance
in 1994, the South African government has in response
to some of the perceived market and government fail-
ures sought to address these imbalances and deficien-
cies of previous apartheid government policies, by es-
tablishing the Strauss Commission to investigate and
make recommendations to the government on the rural
financial market in South Africa. A number of proposals
were put forward by the Strauss Commission, some of
which looked into the access problem and the expansion
of the retail financial services in the provinces. Others
addressed the national level responsibility for providing
capital and support to provincial level institutions. An-
other set of proposals aimed to structure national level
support for rural finance retail institutions is in the form
of a Land Bank (Spio, 2006). Despite the implementa-
tion of these proposals and the financial sector reforms
which include the introduction of new banking laws, lib-
eration of interest rates, and liberation of foreign ex-
change markets, access to formal credit especially for
the poor has not improved.
Although an increasing number of governmental and
Non-Governmental Organizations (NGOs) are involved
in raising the efficiency of financial intermediaries tar-
geting poor rural households, their effectiveness in im-
proving the poor’s access to financial services, espe-
cially credit, is below expectations (Schrieder, 2000;
Zeller, 2000). As a result, the majority of the poor ru-
ral households are left out in the rural financial market.
This study investigates the determinants of rural house-
hold access to both formal and informal credit markets
in the Eastern Cape Province of South Africa. The ob-
jective is to provide a better understanding of the small-
holder socio-economic characteristics, as they not only
influence household’s demand for and access to credit
but also because potential lenders are most likely to base
their assessment of borrowers’ creditworthiness on such
characteristics.
The remainder of the paper is organized as follows:
Section 2 provides a survey of empirical literature on
factors that determine household access to credit. Sec-
tion 3 described the research methods used for the study,
while sections 4 and 5 presents the results and discus-
sion of the findings respectively, and section 6 presents
the conclusions of the study.
2 Empirical evidence of determinants of
smallholder farmers’ access to credit
Empirical evidence from the literature suggests that
household access to financial services both in the for-
mal and informal sectors is influenced by institutional
factors, product features and household socio-economic
characteristics (Nwanna, 1995; Vaessen, 2001). From
the institutional perspective, the location of the lender
and its conditions for credit allocation greatly influence
the probability of access. Dallimore & Mgimeti (2003)
showed that long distances and high transportation costs
constrained the poor rural household’s access to formal
financial services mainly located in urban areas. In addi-
tion, the cost of information gathering about poor rural
households is high. The high costs naturally impede fi-
nancial markets from making contact with rural people,
especially the poor (Schrieder, 2000; Lariviere & Mar-
tin, 1999). Rural financial intermediation is expensive
because participants are geographically scattered, finan-
cial transactions are small and rural incomes are often
unstable.
Formal lenders in the credit markets incur high costs
in assessing the creditworthiness of small borrowers;
yet make low returns due to the small loan amounts in-
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volved. The Strauss Commission’s investigation indi-
cated that some institutions spend as much as R1, 50
to lend one rand, excluding the cost of capital (Strauss
Commission, 1996). This motivates formal lenders to
adopt strict collateral requirements as a screening device
to minimize default risk, hence keeping small borrow-
ers out of formal credit markets or rationing their credit.
Porteous (2003) observed that access to formal financial
services in South Africa tends to be limited to salaried
workers, therefore excluding the poor, the unemployed,
self-employed and informally employed. This is at-
tributed to the fact that most banks demand a pay slip
as a pre-condition for account opening. In a study of ru-
ral credit accessibility in Northern Nicaragua, Vaessen
(2001) showed that at the institutional level, the target
group (either women, men or both), the selection crite-
ria of clients, the geographical area of operation, and the
features of financial products to be provided to address
sustainability concerns, all which influence credit avail-
ability, are important factors which lenders based their
decision on.
At the household level, borrower characteristics such
as the strength of previous business relationships, bor-
rowers’ reputation in the market, borrowers’ acceptance
of interlinked credit contracts, borrowers’ debt-service
capacity and borrowers’ wealth status all influences a
household’s access to credit (Aleem, 1990; Bell, 1990;
Siamwalla et al., 1990). Bell et al. (1997) found that
interlinked credit contracts and visible household as-
sets have a positive and significant influence on the
amount of credit supplied by informal credit agents.
Also, low levels of income and asset accumulation put
smallholder households at high risk of default which
makes them less attractive to formal lenders (Dallimore
& Mgimeti, 2003). Access to credit is therefore re-
stricted to a small proportion of the population who
can meet the stringent credit requirements, hence leav-
ing most people dependent on informal credit (Okurut
et al., 2005). Even lenders in the informal credit mar-
kets have designed non-price mechanisms for screening
and rationing borrowers in order to reduce risk of loan
default (Zeller, 1994). In a study of informal lenders
and their clients in Chambar, Pakistan, Aleem (1990)
was of the opinion that informal lenders mainly used
their established relationship with clients as a screening
mechanism. Lenders will generally not entertain loan
applications from households with whom they had not
had previous dealings either in the form of sale of har-
vested output or purchase of farm inputs. The longer
the period of business relationship, the higher the likeli-
hood that the household will have credit access. This is
because business relationships provide the lender with
important information about the potential borrower, in-
cluding his marketable surplus and the way he conducts
his business.
Empirical evidence from the study by Kochar (1997)
also showed that the likelihood of access to formal credit
is positively and significantly influenced by whether per-
sonal guarantee are given for informal loans, especially
if personal guarantees can serve as alternative collateral
that is valued by informal lenders. The results further
revealed that at the household level, being part of the
target group or living within the targeted geographical
area also influences credit access. Education level, off-
farm activities, and access to a network of information
and recommendation are all positively and significantly
influencing the probability of access to credit. Off-
farm activities, captured by a trader dummy, was used
as a proxy for repayment capacity while the network
of information and recommendation acts as a screen-
ing mechanism where potential clients are required to be
recommended or guaranteed by existing clients, thereby
acting as social collateral.
Access to credit from the Gambian Co-operative, ac-
cording to Zeller et al. (1994), was positively and signif-
icantly influenced by age and household income, while
being female had a statistically significant negative ef-
fect. This result implies that an older person who had
control of household resources is likely to be rated to
be more creditworthy, while women were discriminated
against in the credit market. Clearly defined collateral
is often not available and most rural households are less
educated than their urban counterparts. In the view of
Daniels (2001), collateral requirements are a major de-
terminant of household access to credit, especially in the
formal sector. He observed that the low levels of collat-
eral among the poor, to a great extent explained their
limited access to financial instruments in the formal fi-
nancial market.
3 Materials and methods
3.1 Study area and data collection
This study was conducted in the Amathole district
municipality of Eastern Cape Province of South Africa.
It has seven local municipalities namely, Amahlathi,
Nxuba, Nkonkobe, Ngqushwa, Great Kei, Mnquma and
Mbhashe. The estimated population in 2010 is 892,637
people with a total of 252,252 households. According
to the Amathole District Municipality Integrated devel-
opment Plan (ADM, 2012) about 54 % of the popula-
tion are living in poverty in 2010 with about 50.3 % of
the population earn between R500 and not more than
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R3,500 a month. Social grant dependence is higher with
about 66 % of the population depending on social grants
for sustenance. There is a lack of commitment and sup-
port by the banks and financial institutions for the small
and emerging enterprises (ADM, 2012).
Primary data were collected through the use of struc-
tured questionnaires from a cross section of rural house-
hold heads who had applied for credit from the for-
mal sector. Data were collected on households’ de-
mographic and socio-economic characteristics as well
as on income and expenditure variables. A multistage
sampling technique was used to selected representative
households for the study (Barnett, 1991). The first stage
involved a reconnaissance survey conducted to identify
households that have applied for formal credit in three
local municipalities namely, Ngqushwa, Amahlathi and
Nkokonbe of the Amathole district municipality. These
local municipalities were purposively selected because
they have large clients of the Eastern Cape Rural Fi-
nance Corporation (ECRFC).
The second stage involved random sampling of six
villages within these local municipalities from which
25 respondent households each were randomly selected.
These areas are Peddie and Hamburg for Ngqushwa lo-
cal municipality, Stutterheim and Keiskammahoek for
Amahlathi local municipality, and Alice and Seymour
for Nkonkobe local municipality, in order to get a repre-
sentative sample of the whole community. Respondents
were restricted to those that had applied for credit in the
year of the survey.
3.2 Conceptual framework
Access to credit is the supply side phenomenon of
credit markets, because it is the lenders who decide
whether borrowers can access credit or not (Okurut
& Schoombee, 2007). The probability of credit ac-
cess is assumed to be determined by an underlying re-
sponse variable that captures the true households’ socio-
economic characteristics and creditworthiness status.




X′iβ + ui (1)
In the equation (1), A∗ is not observable, as it is a latent
variable. What is observable is an event represented by a
dummy variable which indexes access to credit. If A ∗ >
0 then A = 1 and A∗ ≤ 0 then A = 0. The probability of
access to credit can be represented as follows:
Pr = Pr(Ai = 1) = Pr(A∗ > 0)
= Pr(Xi αi1 + εi1 > Xi αi0 + εi0)
= Pr(εi1 − εi0 > Xi αi0 − Xi1)
= Pr(εi1 − εi0 > Xi (αi0 − αi1))
= Pr(µi > Xiβ) = F(Xi β)
(2)
where µi = εi1 − εi0 and F(Xi β) is the cumulative dis-
tribution function forestimated at Xi β. The probability
that a smallholder farming household will have access
to credit is thus a function of the explanatory variables
and the unknown error term. If µ i is normal, then F is
the cumulative density function corresponding to the lo-
gistic model (Amemiya, 1981).
3.3 Empirical model
The logistic regression model was used to determine
the factors that have significant influence on the small-
holder farmers’ access to credit in the study area. This
method was chosen because it is a standard method
of analysis when the outcome variable is dichotomous
(Hosmer & Lemeshow, 2000), measured as having a
value of 1 or 0, where 1 = access and 0 = no access.
If Xi represent the set of parameters including socio-
economic, farming, institutional factors and location-
specific characteristics which influence the access to
credit of the ith farmer. For the farmer, A ∗i is a latent
variable derived from the lender’s decision, which is a
linear function of k explanatory variables (X), and is ex-
pressed as:
A∗i = β0 +
n∑
i=1
βi Xki + ε (3)
where β0 is the intercept term, and β1, β2, β3, . . . βi, are
the coefficients associated with each explanatory vari-
ables X1, X2, X3, . . .Xki. The credit access decision or
the probability that the ith farmer will have access to





where Pi denotes the probability that the ith farmer’s ac-
cess to credit is 1, then (1 − Pi) is the probability that
access to credit is 0. The odds (A = 1 versus A = 0)
to be used can be defined as the ratio of the probability
that a farmer has access to credit (Pi) to the probability
of non-access (1 − Pi) i.e. Pi1−Pi . Taking the natural log,






= ln odds = β0+
n∑
i=1
βi Xki+ε = A
∗
i (5)
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where A∗i is also referred to as the log of the odds ratio
in favour of credit access.
3.4 Variables used in the empirical model
The choice of explanatory variables used was based
on theory, previous studies and data availability. Litera-
ture has shown that smallholder farmers’ access to credit
is influenced by host of factors, such as gender, age, edu-
cational status, monthly income, security of land rights,
value of assets, savings, remittances and pension, de-
pendency ratio, repayment capacity and social capital
(Zeller, 1994; Duca & Whitesell, 1995; Godwin, 1998;
Fanwell, 2004; Ayamga et al., 2006; Lukytawati, 2009;
Oyedele et al., 2009; Essien, 2009; Baiyegunhi et al.,
2010; Nwaru et al., 2011; Ibrahim & Bauer, 2013).
These factors are important in two ways as they can
influence household demand for credit; and potential
lenders are likely to base their assessment of borrow-
ers’ creditworthiness on these characteristics. Since the
explanatory variables included in the logit model are the
outcome of ex-ante expectations, no unambiguous pre-
dictions on the signs of these variables effects on credit
access can be made. The explanatory variables and the
hypotheses of how each influences credit access are pre-
sented in Table 1.
4 Results
4.1 Socio-economic and demographic characteristics
of households
Participation in the credit market could depend on
household socio-economic and demographic character-
istics such as gender of the household head, marital sta-
tus, educational attainment, dependency ratio and title
deed to land. The socio-economic and demographic
characteristics of the sample households are presented
in Table 2.
4.2 Determinants of household credit access: Logistic
regression result
The maximum likelihood method using the SPSS
17.0 was used to estimate the coefficients of the binary
logistic regression of the factors influencing smallholder
farmers’ access to credit. The model fit was tested using
the Hosmer & Lemeshow statistics. The overall per-
centage of correct predictions was 78.9 %. The p-value
of 0.000 shows that there is a significant difference be-
tween the observed and predicted values of the depen-
dent variables, indicating that the model’s estimates well
fit the data at an acceptable level. The binary logistic re-
gression estimates and the exponential of the logistic re-
gression estimate (which is interpreted as the predicted
change in odds for unit increase in the corresponding
variable) are presented in Table 3.
Table 1: A priori expectations for the explanatory variables used in the logit model
Variables Description/measurement Expected sign
Gender D=1 if male; 0 otherwise +
Age Age of household head (in years) +
Education Years of school attendance +
Dependency ratio Ratio of dependants to total household size, expressed as a percentage –
Monthly income Monthly household income (in rands) +
Loan repayment capacity This is the debt-income ratio +
Remittances/pension Total income from remittance/pension (in rands) +
Savings Total value of household savings (in rands) +
Value of assets Total value of assets (in rands) +
Security of land rights D=1 if secured; 0 otherwise +
Social capital D=1 if belong to association; 0 otherwise +
Monthly expenditure Monthly household expenditure (in rands) –
Source: Based on a priori expectations
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Gender of household head 0.64 (0.034) 0.65 (0.046) 0.62 (0.074) 0.17 NS
Age of household head 44 (0.775) 38 (0.459) 56 (0.939) 2.1 ∗∗
Education 8 (0.284) 10 (0.150) 4 (0.438) 0.93 ∗∗
Security of land rights 0.93 (0.0204) 0.09 (0.0285) 0.00 (0.000) 0.057 ∗∗
Dependency ratio 50 (3.709) 25 (1.571) 111 (5.104) 10.6 ∗∗
Monthly income 5,245.00 (180.86) 6,317.72 (159.73) 2,659.09 (132.43) 413.9 ∗∗
Repayment capacity 15.76 (0.0432) 8.00 (0.0653) 18.7 (0.986) 2.07 ∗∗
Remittance/pension 462.00 (110.19) 566.80 (154.12) 257.72 (48.27) 323 ∗∗
Savings 3,089.40 (166.66) 4,268.01 (102.11) 250.00 (38.37) 218 ∗∗
Value of assets 24,104.24 (1,569.45) 31,518.36 (1,771.56) 6,242.95 (368.53) 3,619 ∗∗
Social capital 0.68 (0.0382) 0.84 (0.0349) 0.27 (0.0679) 0.079 ∗∗
Monthly per adult equivalent
household expenditure
334.20 (6.81) 369.20 (5.19) 250.00 (12.50) 27.1 ∗∗
Standard Error of the means are in parentheses; ** Significant at 95 percent level of confidence
Source: Calculated from field survey data
Table 3: Logistic regression estimates of determinants of household access to credit
Variables B SE Significance Exp(β)
Gender 0.413 0.164 0.021 ∗∗ 1.511
Age –2.447 0.473 1.034 0.087
Education 0.074 0.086 0.014 ∗∗ 1.077
Monthly Income 0.432 0.266 0.026 ∗∗ 1.540
Security of land rights 0.215 3.907 1.055 1.240
Value of Asset 0.254 0.137 0.085 ∗ 1.290
Savings 0.457 0.271 0.068 ∗ 1.580
Remittance, pension & grants 0.005 0.016 0.935 0.994
Dependency ratio –0.288 0.068 0.002 ∗∗∗ 0.750
Repayment capacity 1.792 0.584 0.006 ∗∗∗ 0.167
Social capital 0.463 0.193 0.015 ∗∗ 1.589
Household expenditure 0.201 0.448 0.214 1.223
Local municipality:
Nkokonbe 0.604 4.197 0.734 1.830
Amahlathi 0.518 6.997 0.374 1.679
Ngqushwa 0.508 7.359 0.592 1.661
Constant 1.103 0.134 8.209 3.013
Number of observation: 150; Hosmer & Lemeshow Test: χ2 =114.502; d.f=14; Sign=0.000;
–2log likelihood = 90.51; Nagelkerke R2 = 0.69; Overall accuracy (correctly predicted): 78.9 %
Note: ∗∗∗, ∗∗ and ∗ denote statistical significance at the 1 %, 5 % and 10 % probability levels, respectively.
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5 Discussion
Households’ demographic, socio-economic and farm
characteristics play a major role in determining their ac-
cess to credit. Age is considered an important variable
in terms of experience and responsibility. About 64 %
of the smallholder farmers are male, also about 65 % of
the smallholder farmers with access to credit are male.
Age is an important determinant of household access to
credit because most credit institutions lend to the eco-
nomically active group (Fanwell, 2004). The average
age of the smallholder farmer is 44 years, and 38 years
for those with access to credit, while those without ac-
cess to credit are on the average 56 years old. The results
show that these age groups were within the ages defined
as economically productive in a population (ILO, 2006).
The dependency ratio gives insight into the number of
people of non-working age compared to the number of
those of working age. A high ratio means those of work-
ing age face a greater burden in supporting the depen-
dents. The average dependency ratio for the smallholder
farmer is about 50 %. The dependency ratio tends to be
lower (25 %) on average for households with access than
for those without access (about 111 %).
Education represents both the scope of the produc-
tive opportunities open to the household and its ability
to deal with the formality of loan evaluation procedures.
The smallholder farmers have an average of 8 years of
schooling. Smallholder farmers having access to credit
tend to have higher levels of education (10 years) than
those without access to credit (4 years). Land is the pri-
mary asset of smallholder farmers. The majority of the
farmers (about 93 %) claimed they do not have secured
land rights. Only about 9 % of farmers having access to
credit feel their land rights are secured.
The average monthly income for the smallholder
farmer is R5,245. It is R6,318 and R2,659 for farmers
with access to credit and those without respectively. The
average income received by smallholder farmer monthly
as remittances, grants or pension payments is R462.
It is R547and R258 for farmers with access to credit
and those without respectively. The smallholder farm-
ers’ average repayment capacity measured as the debt-
income ratio is 15.7. This 8 and 19 for farmers with
access to credit and those without respectively. The
average savings for the entire households sampled is
R3,089. For households with access to credit the av-
erage savings is about R4,268 and only R250 for those
households without access to credit. The average value
of the productive assets (mainly oxen, poultry and live-
stock) owned by a smallholder farmer was estimated to
be R24,104. For those with access to credit it was esti-
mated at R31,518, compared to R6,243 for those with-
out access. The average household monthly expenditure
per adult equivalent was about R334. For those with
access to credit it was estimated at R369 and R250 for
those without access.
Majority (68 %) of the smallholder farmers are mem-
bers of association/cooperatives. About 84 % of those
with access to credit and only 27 % of those without
access are members of association/cooperatives. Also,
about 93 % of the smallholder farmers felt their land
rights are not secured. Only 9 % of those with access
to credit felt their land rights are secured. The major
source of credit is from the formal sector; 76 % of small-
holder farmers obtained credit from formal sources,
mainly from the Eastern Cape Rural Finance Corpora-
tion (ECRFC); while 24 % of the farmers obtained their
credit from friends, families and relatives. No farmer in-
dicated receiving credit from non-governmental organi-
sations (NGOs).
The result presented in Table 3, show a statistically
significant positive relationship between gender and
smallholder farmers’ access to credit. The odds ratio
for gender is 1.511, implying that a male farmer is more
likely to have access to credit 1.5 times the odds of a
female farmer. This finding is consistent with a priori
expectations, and may be a reflection of the bias against
rural women, as household resources are thought to be
mainly controlled by men, thus lenders perceived men
as more creditworthy. Previous credit access studies
have found that women are less likely to obtained credit
from informal markets (Zeller et al., 1994).
Education has a statistically significant positive ef-
fect on smallholder farmer access to credit, i.e. edu-
cated farmers are more likely to have access to credit.
The odds ratio for education is 1.077, implying that one
more year of education increases the probability of ac-
cess to credit by 1. This is consistent with a priori
expectation and the findings of Ayamga et al. (2006);
Lukytawati (2009); Nwaru et al. (2011). Education im-
proves the capability for resourcefulness and invention.
It enables households in the rural area to adapt to new
agricultural methods, cope with risk, and respond to
market signals and consequently improve agricultural
productivity (Ibrahim & Bauer, 2013).
Household income has a statistically significant posi-
tive effect on smallholder farmer access to credit, i.e. the
higher the households’ monthly income, the more likely
that a credit agent will lend to it. The odds ratio for
household income is 1.540, implying that an increase in
households’ income increases the probability of access-
ing credit by 1.54 times. This is consistent with a pri-
86 L.J.S. Baiyegunhi & G.C.G. Fraser / J. Agr. Rural Develop. Trop. Subtrop. 115 - 2 (2014) 79–89
ori expectation and the findings of Nto (2006), Essien
(2009), Oboh & Kushwaha (2009), and Nwaru et al.
(2011). Higher level of household income implies a
greater repayment capacity and may serve as a measure
of creditworthiness, thus households with more income
are more likely to have their credit demand met.
The value of productive assets has a statistically sig-
nificant positive effect on smallholder farmer access to
credit, i.e. the higher the value of assets, the more likely
that a credit agent will lend to a smallholder farmer. The
odds ratio for value of asset is 1.290, implying that an
increase in the value of assets increases the probabil-
ity of accessing credit by 1.29 times. This is consistent
with a priori expectation and the findings of Nuryatono
(2005), Oyedele et al. (2009), and Duca & Whitesell
(1995). The rationale for this is that lenders could see
the client’s assets as important indicator of consumers’
repayment capacity or the last resort to liquidate to re-
cover the credit in case of loan default.
Household savings has a statistically significant pos-
itive influence on smallholder farmer access to credit,
i.e. the higher the households’ savings, the more likely
that a credit agent will lend to it. The odds ratio for
households savings is 1.580, implying that an increase
in households’ income increases the probability of ac-
cessing credit by 1.58 times. This is consistent with
a priori expectation and the findings of Nwaru et al.
(2008), Fengxia et al. (2010), and Nwaru et al. (2011).
Higher level of households’ saving could be substituted
for collateral, especially if savings are deposited with
the financial institution providing the credit.
Dependency ratio has a statistically significant nega-
tive influence on smallholder farmer’s access to credit.
This implies that the probability of having access to
credit declines with increasing households’ dependency
ratio. The odds ratio for households dependency ratio is
0.750, implying that an increase in households depen-
dency ratio decreases the probability of accessing credit
by 0.75 times. A high dependency ratio exerts consump-
tion stress on the household and lenders might be averse
to lending to such households because of fungibility of
credit, i.e. the credit might be channeled towards other
uses rather than its intended productive purposes. De-
pendency ratio as a proxy for risk-bearing capacity con-
firms that the higher the number of dependent house-
hold members, the more likely that the household are
to suffer risk. By implication, households with a high
dependency ratio would be judged by lenders to be less
creditworthy.
Social capital has a statistically significant positive
effect on influence on smallholder farmer’s access to
credit, i.e. farmers who are members of associa-
tions/groups are more likely to have access to credit.
The odds ratio for social capital is 1.589, implying one
more group membership increases the probability of
credit access by about 2 times. Participation in group ac-
tivities and being connected to social systems proved to
be positively associated with access to financial services
(Lukytawati, 2009), and also because the guarantors of
credit for smallholder farmers sign an undertaking with
the financial institutions, they monitor and exert pres-
sure on the borrowers to ensure the full repayment of
the loan when due. Borrowers who have access to this
type of social capital are more likely to have credit ac-
cess. Group based lending is a way of circumventing
adverse selection and moral hazard issues (Armendáriz
& Morduch, 2005).
Loan repayment capacity (measured as debt-income
ratio) has a statistically significant negative influence on
smallholder farmer’s access to credit. This implies that
the probability of having access to credit declines with
increasing debt-income ratio. The odds ratio for loan re-
payment capacity is 0.167, implying that an increase in
debt-income ratio decreases the probability of accessing
credit by 0.167 time. A possible explanation for this re-
sult is, the higher the debt-income ratio the higher the
exposure to loan default risks which reduces the proba-
bility of credit access.
6 Conclusion and implication for policy
The aim of this study was to determine the factors
influencing smallholder households’ access to credit in
Amathole district municipality, Eastern Cape, South
Africa. Useful findings have emerged that provides in-
sight on the pathways to increase the smallholder farm-
ers’ access to credit. The result of the logistic regression
model indicates that gender, education, income, savings,
dependency ratio, repayment capacity and social capi-
tal, are statistically significant in explaining smallholder
farmers’ access to credit in the study area.
Therefore, there is need for policy makers and pri-
vate sectors to develop policies aimed at increasing ru-
ral farmer’s educational attainment through better ac-
cess to technical information, extension and training.
Skill training, provision of marketing and business de-
velopment services will increase household income and
agricultural productivity. With increasing income and as
changes occur in the educational status of rural farmers
(especially women), the opportunity cost of their time
in raising children increases. This will also reduce the
high dependency ratio in most households. The result
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that male farmers have higher likelihood of accessing
credit than female farmers, do suggest the need to de-
velop more appropriate options for women. Women
suffer several constraints to the use of sustainable agri-
cultural practices and household resources. Efforts are
needed to reduce the gender gap in the access to credit.
Also policies that work to alleviate financial con-
straints of smallholder farmers should be formulated.
There is need for the promotion of sustainable financial
markets in rural areas, where farmers’ savings can be
deposited safely and profitably. The absence of bank-
ing institutions has encouraged farmers to invest in un-
productive assets like cattle. Sustainable lending re-
quires savings with the rural banks; this will enhance
smallholder farmers’ loan repayment capacity. Further-
more, government and private sectors should come up
with mechanisms that will make the supply of credit
free from gender and political bias. They could enhance
smallholder access to credit appropriately with a better
understanding of the nature and objectives of the exist-
ing social groups/networks in rural areas and use them
for project designs and farm credit delivery.
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